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March 17, 1998

PUBLI C UTI LI TI ES COVMM SSI ON ORDER
| nvestigation Into Regul atory

Al ternatives for the New Engl and

Tel ephone and Tel egraph Conpany

d/ b/ a NYNEX

VELCH, Chairnman; NUGENT and HUNT, Commi ssioners

l. SUMMARY OF DECISION

In this Order we approve a stipulation (attached to this Order
as Attachment 1) that allows Bell Atlantic-Mine (Bell Atlantic or
the Conpany)! to increase its basic |ocal exchange rates by a total
of $3.50 by May 30, 1999. The stipulation is in response to the
Comm ssion's recent enactnent of rules that inplenent the
Legi slature's mandate that |ocal exchange carriers, including Bel
Atl antic, reduce intrastate access rate to federal interstate access
rate levels or lower by May 30, 1999. By accepting the stipulation,
we anend our Alternative Form of Regulation (AFOR) Order to all ow
t hese basic rate increases not provided for by the AFOR The
stipulation also contains a nunber of other provisions that wll
affect Bell Atlantic's operations until the AFOR expires on Novenber
30, 2000.

11. PROCEDURAL HISTORY AND LEGAL BACKGROUND

On May 22, 1997, Maine's Governor King signed into | aw
| egislation that requires the Comm ssion to establish intrastate
access rates that are less than or equal to federal interstate access
rates by May 30, 1999. P.L. 1997, ch. 259, codified at 35-A MR S. A
8§ 7101-B (often referred to as L.D. 812). At the tinme the | aw was
enacted, Bell Atlantic's average intrastate access rates were $0. 26
per mnute. Federally regulated intrastate access rates are about
$0.07. The legislation also allows the Conm ssion to order
intrastate exchange service providers to reduce their toll rates to
reflect the reduction in access rates if the Conm ssion finds that
effective conpetition in the toll market does not exist. 35-A
MR S A 8§ 7101-B(3).

To conply with the legislation, on June 10, 1997 the Comm ssion
opened a rul emaki ng proposing a series of access rate reductions so

'n August of 1997, NYNEX nerged with Bell Atlantic. 1In this
Order, all references will be to Bell Atlantic.
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that rate levels would reach federal |evels by May 1999.2 Public
Utilities Commission, Proposed Amendment of Chapter 280 to Achieve
Parity with Interstate Access Rates by May 30, 1999, Docket No.
97-319, Notice of Inquiry; Notice of Rulemaking (June 10, 1997).

Si mul t aneous wth the rul emaki ng, the Conm ssion opened an inquiry to
determ ne whether it was necessary to review the AFOR under which
Bell Atlantic is operating given the proposed access reductions and
ot her events that have occurred since the AFOR was put in place in
1995. The Conmi ssion noted that the AFOR did not allow Bell Atlantic
to recover | ost access revenue as an "exogenous change."

As part of the Inquiry, the Conm ssion announced that it woul d

afford interested parties an opportunity to negotiate a resol ution of
the issues raised by the reduction in access rates and its potenti al
i npact on Bell Atlantic and the AFOR. The Commi ssion hired a
facilitator to bring interested parties together and assist the
parties to reach a resolution. At the request of the facilitator,
t he Comm ssion extended the original August 25 deadline several tines
upon reports that some progress was being nmade in negotiations. The
facilitator identified 24 "stakehol ders" who expressed an interest in
participating in the negotiation process.

On Cctober 30, 1997, the facilitator reported that certain
st akehol ders had reached an agreenent. After the facilitator
convened a neeting of all stakeholders to discuss the proposed
stipulation, the stipulation was filed with the Comm ssion for its
consi deration on Novenber 7, 1997. Nine stakehol ders signed the
stipulation, 3 opposed it, 1 stated it did not oppose and the
remai ning 12 stated no position.

The Comm ssion then held seven public w tness hearings between
Novenber 24 and December 22 in various |ocations around the State to
receive input fromthe public on the inpact of the stipulation. In
addi ti on, between Novenber and March 1998, the Conm ssion received
178 letters fromindividuals, businesses, associations and
| egi sl ators both for and agai nst the stipulation.

On Novenber 24, 1997, the Comm ssion issued an order reopening
the AFOR case in order to consider the stipulation. The Conmm ssion
invited any interested parties to intervene. Intervention was
granted to: AT&T, Maine Association of |Independent Nei ghborhoods
(MAIT.N), Mine People s Alliance (MPA), M Tel econmuni cations

’On the sanme day in a separate docket, the Comm ssion adopted a
rul e amendnment requiring, anong ot her changes, an inmediate reduction
of 20% in "originating” access rates (about 13%overall). Public
Utilities Commission, Amendment of Chapter 280, Provision of
Competitive Telecommunications Services, Docket No. 96-526, aff"d New
England Telephone v. Public Utilities Comm™n, 1997 Me. 222, @ A 2d
(1997).



O der - 3 - Docket No. 94-123
(Reopened)

Corporation (MCl), Prof. George K Ronpbser, the Ofice of the Public
Advocate (OPA), Maine Departnent of Education, the Maine State

Li brary, Bureau of Information Services, State Planning Ofice, the

Tel ephone Associ ati on of Maine (TAM, Neighborhood Action Coalition

of Greater Portland, Sen. Sharon Treat, the Anerican Association of

Retired Persons (AARP), and Sen. John C evel and.

In the Novenber 24 order, the Conmm ssion required Bell Atlantic
to answer a series of questions to help it evaluate the
reasonabl eness of the stipulation. |In particular, the Conm ssion
sought information to determ ne whether the financial consequences to
Bell Atlantic and its custoners of the access reduction warranted the
increase in basic rates proposed by the stipulation. The parties
were al so afforded an opportunity to conduct discovery on Bel
Atl antic.

The Comm ssion held hearings on the stipulation on February 18,
1998. Parties opposing the stipulation presented witnesses and
cross-exam ned w tnesses supporting the stipulation. Parties waived
filing briefs and i nstead made oral argunents at the close of the
hearings. The Staff, Public Advocate and Bell Atlantic argued in
favor of the stipulation. AARP, Mine Association of |ndependent
Nei ghbor hoods, and Mai ne People's Alliance opposed its adoption.

The Conmm ssion considered the stipulation at deliberations held
on March 11, 1998.

I111. DESCRIPTION OF THE STIPULATION

The stipulation carries out the statutory nmandate, in 35-A
MR S. A 8 7101-B, to reduce intrastate access rates to no nore than
the federal level by May 30, 1999. The stipulation enploys a
two-step process, with 40% of the reduction needed to take current
access rates (estinmated at approximately $.20 per mnute) to the
average interstate level (estimated to be $.053 per minute) occurring
on May 30, 1998, and the remai nder on May 30, 1999.

The stipulation allows basic | ocal exchange rates to increase in
a graduated three-step process by a total of $3.50 by the tine of
access rate parity (provision 2). |If, however, on May 30, 1999 the
actual average interstate swtched access rate is not within 5% of
currently estinmated average switched rates (e.g., $.053 per mnute),
the Conpany is to file rate changes to basic exchange rates that
reflect the revenue difference between the actual average rate and
the estinmated average rate.

The Conpany is not required to flow through the effects of
recent federal deregul ation and separations rul es changes as
exogenous cost changes in its annual AFOR filing. The two categories
to which this applies are O her Billing and Coll ecti on Charges and
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Pay Phones, both of which have recently been preenptively deregul at ed
by the FCC. The Stipulation allows the Conpany to retain up to a
total of $6 mllion in increase intrastate income fromthese two
sources (provision 5).

The stipulation al so proposes to expand the definition of
exogenous changes that will be all owed under the AFOR to include the
effects such changes have on both revenues and expenses, whet her
positive or negative fromthe Conpany's perspective (provision 2.E)
In addition, the Conpany wll structure its 1998 access rate
reductions in such a way as to permt conpeting interexchange
carriers (I XCs) to offer optional toll calling plans at rates that
are conpetitive with those of Bell Atlantic w thout being subject to
the price/access charge "squeeze" that may occur under the present
access pricing rules (provision 4).

The stipulation preserves the Conm ssion's discretion within FCC
rules wwth regard to the disposition of any additional federal
Uni versal Service Fund nonies that beconmes available in the future
(provision 6). Under provision 7, Bell Atlantic does not need
explicit Conmm ssion approval before allow ng special contracts to go
into effect, providing the contracts conply with the service-specific
pricing floor provisions of the AFOR

The stipul ation doubles, to $2 mllion, the amunt of potenti al
annual penalty associated with the network reliability conponents of
the AFOR Service Quality Index (SQ). In addition, the annual cap on
the overall SQ penalty is increased from$10 mllion to $11 nmillion
for years in which the network reliability index penalty exceeds $1
mllion dollars (provision 8). The stipulation calls for the
Comm ssion to waive the mninmuminvestnent condition contained in the
Comm ssion's order approving the merger of NYNEX with Bell Atlantic,
but also requires the Conpany to provide two nore years of the type
of service and facility benchmarking reports required by the merger
order (provision 9).

The stipulation specifies that it contains no precedents for
future litigated cases and clarifies that it does not restrict any of
the Comm ssion's authority to set rates after the end of the current
AFOR (provision 10).

IV. CRITERIA FOR APPROVING STIPULATIONS

In previous orders we have articulated the following criteria
for approving stipul ations:

1) whet her the parties joining the stipulation represent a
sufficiently broad spectrumof interests that the
Comm ssion can be sure that there is no appearance or
reality of disenfranchisenent;
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2) whet her the process that led to the stipulation was fair to
all parties; and

3) whet her the stipulated result is reasonable and is not
contrary to | egislative mandate.

See Consumers Maine Water Co., Proposed General Rate Increase of
Bucksport and Hartland Divisions, Docket No. 96-739 (July 3, 1997);
Maine Public Service Company, Proposed Increase in Rates (Rate
Design), Docket No. 95-052 (June 26, 1996); and Central Maine Power
Company, Proposed Increase in Rates, Docket No. 92-345(11) (Jan. 10,
1995). W have al so recogni zed our obligation to ensure that the
overall stipulated result is in the public interest. See Northern
utilities, Inc., Proposed Environmental Response Cost Recovery,
Docket No. 96-678 (April 28, 1997).

As described below, we are satisfied that the proposed
stipulation in this case neets all of these criteria.

V. DISCUSSION

A. VWhet her the Parties Joining the Stipul ati on Represent a
Sufficiently Broad Spectrumof Interests

The primary purpose of this criterion is to ensure the
Comm ssi on does not approve stipul ations where the signing parties
represent only a narrow interest. It does not nean that all parties
participating in negotiations nust sign a stipulation for the
Comm ssion to approve it. The Conm ssion's rules describe the
procedure the Conmm ssion will follow when sonme parties contest a
stipulation. Chapter 110 8 744. In this instance, 24 different
parties participated to varying degrees in the negotiation process.
O those, nine signed the stipulation® and three opposed it.* One
did not sign the stipulation but indicated it did not oppose it.?>
The remaining 11 indicated no position. Sone parties not

3Conmi ssion Staff, Public Advocate, AT&T, Bell Atlantic, State
Departnent of Adm nistration and Finance, State Ofice of Economc
and Communi ty Devel opnent, State Departnent of Education, State
Pl anning O fice, and Rep. Kyle Jones.

‘Mai ne People's Alliance, Sen. Sharon Treat, and AARP.

*Tel ephone Associ ati on of Mine, representing Mine's incunbent
| ocal exchange carriers.
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participating in the negotiations |ater expressed their support or
opposi tion.?®

We believe that the scope of signing parties represents a
sufficiently broad spectrumof interests and indicates that no one
set of interests has been disenfranchised. A stipulation with the
support of Comm ssion Staff, the Public Advocate, and the utility at
i ssue, in nost instances, ensures that this standard is net. The
Comm ssion Staff and the Public Advocate are both charged by law to
represent the public interest. The Public Advocate, in particular,
represents the using and consumng public with priority to | ow
inconme, residential, and small business where conflicts exist anong
those interests. 35-A MR S. A 88 1702, 1702-A. The other signing
parties represent state agencies, a telephone carrier and a state
legislator. In this case, the support of the OPA and Staff assures
us that the public interest was adequately represented during the
negotiations and is reflected in the stipulation results.

B. VWhet her the Process That Led to the Stipulation Was Fair

The Comm ssion's intent fromthe tinme of the inquiry into
this matter was to nmake this process as fair and open as possi bl e.
To that end, we appointed, for the first time, an outside facilitator
to identify interested stakehol ders and enhance communi cati on between
st akehol ders. The negotiations, which included 24 interested parties
Wi th various degrees of experience in participating in Conmm ssion
proceedi ngs and various |evels of know edge of utility matters,
present ed nunerous challenges for all involved. W also asked the
stakeholders to initially work wwthin a two-nonth tine franme. W did
not ask the stakeholders or facilitator to return wth a unani nous
stipul ation.

Sonme parties have conpl ai ned that di scussions occurred
anong less than the entire group or that neetings were held on short
notice. Sonme parties also noted that the conplexity of the issues
often neant that even when they were present at neetings, they were
not able to fully participate. W have considered these concerns as
well as the communications filed by the facilitator during the
negoti ati on process, and, when taken as a whole, we believe the
negoti ation process was fair. There were a nunber of neetings where
all stakeholders were invited, including a final session before the
stipulation was filed with the Comm ssion. W appreci ate how
difficult it is for individual citizens or citizen groups to
participate in our proceedings. It is one of the purposes of the
Publ i c Advocate to ensure that the interests of such individuals are

®Mhi ne Chanber and Business Alliance (for). Mine Association
of I ndependent Nei ghborhoods, Nei ghbor Action Coalition of Geater
Portl and, and Ceorge Ronpbser (against).
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represented before the Comm ssion, and we are satisfied that the
Publ i c Advocate fully discharged his responsibility here.

In addition to what we consider to be the fundanental
fairness of the negotiation process, we opened an adjudi catory
proceedi ng after negotiations concluded to allow intervenors further
opportunity to be heard on the stipulation's nerits. Parties
conducted di scovery, filed witten comments, cross-exam ned
w tnesses, and orally argued their positions before the Conm ssion.
Those contesting the stipulation were given an opportunity to be
heard as required by Chapter 110 § 744.

I n reaching our decision, we considered and found useful
the variety of opinions expressed in our adjudicatory hearing, public
W t ness hearings, and witten comuni cations. Upon review ng both
t he negotiation process and the subsequent hearings, we believe that
all parties were afforded a fair opportunity to be heard and a
sufficient record was established to provide a sound basis for our
deci si on.

C. VWhet her the Stipul ated Result |Is Reasonabl e and Not
Contrary to Leqgislative Mandate

In determ ning whether the stipulation is reasonable, we
exam ne whet her the financial consequences to Bell Atlantic and its
custoners, as a result of the access rate reduction, warrant the
increase in basic rates proposed by the stipulation. W also review
whether this stipulation is consistent with our statutory
obligations, particularly our obligation to preserve traditional flat
rate |l ocal tel ephone service at as |ow a cost as possible, pursuant
to 35-A MR S.A 8§ 7303(2).

1. Is the Stipul ated Basic Rate | ncrease Reasonabl e?

We summari ze bel ow the consi derations that have | ed us
to conclude that the stipulation is reasonable and in the public
i nt erest.

We first consider the revenue effect fromincreasing
basic rates. Bell Atlantic projects that the annual increase in
basi ¢ exchange revenues will be approximately $27.5 mllion. This is
based on the nunber of access lines in Maine and likely growh in
access lines. W believe that this is a reasonable estinmate.

Next, we determ ne the inpact on both access and tol
revenues resulting fromour rules and fromthe requirenent of 35-A
MR S. A 8 7101-B that intrastate access rates in Maine be | ess than
or equal to interstate access rates established by the Federal
Communi cations Commission. Bell Atlantic estimates that the revenue
decrease associated with 35-A MR S.A. § 7101-B ranges from $90.3 to



O der - 8 - Docket No. 94-123
(Reopened)

$106.2 mllion. Bell Atlantic estimates that it will receive $56.4
mllion less in access rates during the June 1999 to May 2000 period
and that its toll revenues will decrease by between $33.9 and $49.8
mllion during that sanme tine period.

The toll decrease estinmate of $33.9 to $49.8 nillion
is based on Bell Atlantic’s assunption that it will have to reduce
its retail toll rates by 30%to 40%to remain conpetitive in the
retail toll market after other toll providers reduce their rates due
to the access rate reduction. Because we intend to be very
aggressive in ensuring that intrastate interexchange carriers pass
t hrough access rate reductions to end-use custoners in Miine, we
believe that this is a conservative assunption. |If Bell Atlantic is
required to pass through all access rate decreases to end-use
custoners, the Conpany woul d have to reduce its toll rates by as nuch
as $65 mllion in order to remain conpetitive.

While we believe that Bell Atlantic nay need to reduce
its toll rates by as nmuch as $65 mllion, which would result in a
conbi ned access and toll reduction of about $121 million, to be
conservative we will use the lower end of Bell Atlantic’s $90.3 to
$106.2 million range, as our unadjusted estimate of the access and
toll effects.

We adjust this $90.3 mllion estimate to reflect
changes in Bell Atlantic’ s revenues that we believe are likely to

result fromstimulation of network usage. In other words, Bel
Atlantic's sales will increase, to sone extent, when it lowers its
access and toll rates because custonmers may nmeke nore or |onger calls
due to the reduced rates, which will increase Bell Atlantic's
revenues. Qur access and toll rate elasticity estimtes assune that
access rate reductions are flowed through to end-use custoners. In

response to a data request fromthe Bench, Bell Atlantic provided an
elasticity of demand study it had conducted which concluded that the
elasticity of demand for intra-lata toll service was -.2. The
economc literature in this field provides a range of estimates for
demand el asticity. For the purpose of judging the reasonabl eness of
the stipulation, we will use a nore aggressive estimate of -.4.7

‘Qur -0.4 estimate of demand elasticity is supported by economc
studi es by Kenneth Train (1993) and by Duncan/Perry (1994). VWile we
recogni ze that these studies differ fromthe circunstances that are
before us in this proceeding, we believe that -0.4 is a useful and
somewhat aggressive estimate of |ikely demand el asticity for Bel
Atlantic. W have therefore used this -0.4 demand elasticity in
produci ng our $15 million estimate. The Comm ssion took official
notice of these studies in a procedural order sent to all parties on
February 25, 1998. Bell Atlantic objected to the Conmm ssion relying
on the two studies to cal cul ate demand el asticities. The Conm ssion
during deliberations on March 9, 1998 rejected Bell Atlantic's
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A demand el asticity of -0.4 produces access and tol
revenue increases of about $15.0 mllion. This reduces our estimated
access and toll reductions to about $75 mllion from$90.3 mllion.
Therefore, the stipulation produces a net benefit to ratepayers,
ignoring potential "offsets,” of about $47.5 million per year ($75
mllion less the $27.5 mllion in revenue increase frombasic rates).

Finally, we nust determ ne whether the $47.5 nillion
woul d be reduced by other adjustnments that would likely be raised in
a fully litigated rate case or a conprehensive review of the AFOR
| f these potential adjustments exceed $47.5 million, we would need to
carefully consider whether it would be better, on balance, to reject
t he stipul ati on.

There are a nunber of potential adjustnents, including
some small ones that are not disputed. These smaller adjustnents
relate to O her Billing and Col |l ection (OB&C), payphone deregul ati on,
depreciation, and the sale of Bell Core totaling approxi mately
$5 mllion per year.

In addition, there are four significant potenti al
adjustnments relating to: (1) savings from NYNEX s nerger wth Bel
Atl antic; (2) changes in the Conpany’ s cost of capital since the |ast
rate case; (3) changes in productivity since the AFOR was adopt ed;
and (4) the “digital swtch” issue. Wile we believe that it is
possi bl e that we m ght make adjustnents with respect to these issues
if we were to conprehensively review the Conpany’s revenue
requi rement or the AFOR, we concl ude based on the information that is

before us that the value represented by these potential offsets is
far less than the benefits of the stipulation. W discuss each of
these potential offsets in nore detail bel ow.

Sone parties have argued that the nerger savings
associated wth the Bell Atlantic nerger should be used to offset any
proposed i ncrease. However, the costs and benefits of the nmerger do
not occur simultaneously. Net savings fromthe nerger are not |ikely
to be realized until the year 2000. New England Telephone &
Telegraph and NYNEX, Proposed Joint Petition for Reorganization
Intended to Effect the Merger with Bell Atlantic Corporation, Docket
No. 96-388 (Feb. 6, 1997) (Merger Order). In the current case, Bel
Atlantic stated that it expected to realize an additional $500
mllion of nmerger savings by the year 2000. This would increase
Mai ne’ s share of nmerger savings to about $12.6 million. W have not,
however, been provided with any evidence to indicate that our earlier

objection. The Comm ssion is not using the studies to calculate a
specific elasticity but instead we use themto informour expertise
in judging the demand elasticity information provided by Bel
Atlantic and to evaluate the overall revenue inpact of the

stipul ation.
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conclusion in Docket No. 96-388 concerning when such savings will be
realized is nowincorrect. Therefore, we will not inpute any nerger
rel ated savings into our analysis of the net benefits of this
stipulation. As stated in our Merger Order, we will exam ne the net
cost savings at the tinme of our 5-year review of the AFOR, which wll
take place in early 2000. W can adjust the productivity index if
the AFOR continues or require rate reductions if the AFOR does not
continue. Merger Order at 10.

Regar di ng possi bl e changes in the cost of capital,
Bell Atlantic argues that, based on the nethodol ogy used by the
Comm ssion in the |ast rate case, the Conpany’ s cost of equity
capital of 12.5% has not changed. Based on discounted cash fl ow data
that is in the record, the cost of equity capital of Bell Atlantic,
ot her Bell Operating Conpanies, and other | ocal exchange conpanies
currently ranges from11.95% to 12.68% Capital asset pricing nodel
data that is in the record suggests that the Conpany’s cost of conmmon
equity ranges from12.5%to 13.1% Wile it is inportant to note
that our review of the cost of common equity is nore limted than
woul d be the case in a rate case, it appears to us that the Conpany’s
current allowed cost of equity of 12.5%continues to be reasonable
and therefore we will not inpute any cost of capital reduction into
our analysis of the net benefits of this stipulation.

A third possible adjustnment would result if
productivity had increased since our AFCR decision. The current
productivity offset is 4.5% 1In the original AFOR case, the
appropriate level of the productivity offset was vigorously disputed,
with estimates ranging from2.75%to 9.0% If we were to reopen this
i ssue, there could again be a wi de range of estimates, making it
difficult to determ ne the appropriate productivity offset. W note
that our 4.5% productivity offset is one of the highest of any state
in the country. Nevertheless, if we were to raise the productivity
offset to 9% which was the high end of the range advocated in the
AFOR case, the revenue inpact would be about $14.0 mllion.

The fourth potential adjustment relates to possible
excessive paynents for digital switches. 1In Bell Atlantic’s nobst
recent rate case, Staff argued that Pennsylvania Bell paid
significantly | ess for conparable swtching capacity than had Bel
Atlantic. The Staff estimted the annual revenue requirenent of the
al | eged overpaynent to be $7.9 mllion. W rejected that argunent
because we were unwilling to make a | arge rate base adj ustnent
w thout a stronger evidentiary show ng that the anmount paid in
switching costs were inprudent and unreasonable. W invited any
party wth specific evidence about the cost of switches in Maine to
petition the Comm ssion to investigate this issue further. The
particul ar evidence that we sought included the conparability of the
costs of switches in Maine with other switch cost data, both with
respect to switch size and installation dates, and an anal ysis of
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what was included in the switch purchase price. Since that tinme no
party has brought forward specific information about the

reasonabl eness of the cost of switches in Maine. For our purposes
here, however, we will use $8.0 mllion as our estinmate of the val ue
of this potential offset.

The net benefit of approving the stipulation, ignoring
potential “offsets,” is about $47.5 million. Deducting $27.0 mllion
($5.0 million plus $14.0 mllion plus $8.0 mllion) produces net
benefits, including potential offsets, of about $20 million. @G ven
that the $27.0 million of potential “offsets” are quite uncertain,
and i ndeed represent the high end of any probable litigated outcone,
and given that our estimates of |ikely access and toll reductions by
Bell Atlantic are conservative, we are convinced that the $3.50 basic
rate increase i s reasonabl e when neasured agai nst potential | ost
revenues due to access rate reductions and other |ikely adjustnents
if we undertook a fully-litigated rate case.

2. Is the Stipul ation Consistent Wth Qur Mandate to Keep

Basic Rates as Low as Possi bl e?

35-A MR S. A § 7101-B requires that, notw thstandi ng
any other provision of |aw, we nmust establish intrastate access rates
that are less than or equal to interstate access rates established by
the FCC by May 30, 1999. Maine |aw also requires the Conm ssion to
establish rates which "will preserve traditional flat rate |oca
service at as low a cost as possible. . . ." 35-A MRS A § 7303.
This latter statute dates back to 1986 when the voters of the State
of Maine passed a referendumto ban mandatory | ocal neasured service
and directed the State to keep flat rate |ocal phone service at as
| ow a cost as possible. In response to the passage of this
referendum the Legislature enacted 35 MR S.A. 8§ 80 (now 35-A
MR S. A 8 7303) which requires the Comm ssion to "establish rates
for tel ephone conpanies which will preserve traditional flat rate
| ocal tel ephone service at as |low a cost as possible.” W have
viewed this legislation as providing policy direction concerning the
| evel of basic rates rather than creating an absol ute ban on basic
rate increases. See Public Utilities Commission, Investigation Into
New England Telephone Company®s Cost of Service and Rate Design,
Docket No. 92-130 (April 13, 1994) Order at 11. Gven these diverse
statutory obligations, we nust determ ne whether an increase in basic
rates of $3.50 over the next 2 years is reasonabl e.

Bell Atlantic's basic rates have been essentially
unchanged since January 1986.8% The only increases to basic tel ephone

8On Decenber 20, 1985, the Conm ssion approved a stipul ation
Docket No. 85-159 that increased the basic rates paid by residential
custoners by $1.00.
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rates since that tine, totaling about $0.85, occurred in 1997 and
resulted fromthe Conmi ssion allowing Bell Atlantic to recover costs
associated wth expanded calling areas pursuant to Chapter 204 of the
Commi ssion's rules. New England Telephone & Telegraph Company d/b/a
NYNEX, Request for Recovery of BSCA Shortfall Through an Increase in
Basic Rates, Docket No. 96-753 (April 15, 1997).° Thus, from January
1986 to Decenber 1997, the Comm ssion kept basic tel ephone rates as

| ow as possible by allowi ng only nodest increases in basic rates.
During that sanme time period, inflation, as neasured by the G oss
Donestic Product - Price Index (GDP-Pl) rose by a cumul ative total

of 42% As noted in section C. 1 above, the reductions required by
35-AMRS. A 8§ 7101 will result in significant reductions in the
revenue Bell Atlantic receives fromtoll and access service. The
only alternative then is to recover at |east a portion of these

| osses from basi c exchange rates. Sone parties have questi oned why
the entire increase is on basic rates. As explained by Bel

Atlantic, currently only 6% of its revenues are derived from

m scel | aneous services, with 46% from basic and 48% fromtoll and
access. Raising prices for these other services would do little to
make up for revenues |ost due to access reductions. Because of the
pricing flexibility given Bell Atlantic in the AFOR, it is reasonable
to assune that nost m scell aneous services, such as Call-Witing and
Caller |I.D., are already priced at |levels that produce the nost
profit for Bell Atlantic. Raising prices higher where such services
are available in a conpetitive market, will likely cause a decrease
in net revenue rather than an increase. It follows that at |east a
portion of the | osses fromaccess and toll price reductions nust be
recovered from basi c exchange rates.

We have al so considered the State's policy that
t el ephone service be universally avail able and specifically have
consi dered the inpact of the basic rate increase on the Conpany's
| onest inconme custoners. Maine's basic rates are currently |ower
than any state in New England. Even with the $3.50 increase, they
will be lower than the majority of New England states. Bel
Atlantic's |l owinconme custoners are eligible for a "Lifeline" credit
toward their basic rates. Through actions at the federal level, this
anount recently increased by $3.50 on January 1, 1998. Prior to
January 1, 1998, the credit was $7.00. Therefore, those
participating in the Lifeline programw || essentially be held
harm ess fromthe stipulation increase. Currently, about 100, 000
Mai ners are eligible for this credit, but not all eligible custoners
t ake advantage of it. W plan to increase our efforts to increase
the proportion of eligible custoners receiving the credit.

°A $0.41 increase in basic rates went into effect in May 1997
pursuant to the delegated authority of the Director of the
Conmi ssion's Technical Analysis Division. A $0.43 increase in basic
rates went into effect on Septenber 15, 1997 pursuant to a
Suppl enental O der.
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W concl ude that allowing the $3.50 increase in basic
exchange rates while |l owering access rates for toll calls is
consistent wth the mandates of 35-A MR S. A 88 7101-B and 7303.

3. Are the O her Stipulation Provisions Reasonabl e?

The maj or provision of the stipulation is the $3.50
basic rate increase in recognition of the revenue | osses associ ated
by the statutorily nmandated access rate decreases. The stipul ation
contains a nunber of other changes as described in section Il above.
We find all these changes to be reasonable as briefly di scussed
bel ow.

Provision 2. E. changes the AFOR so that Bell Atlantic
can seek recovery at the tinme of its annual filings for exogenous
changes related to either costs or revenues. It is reasonable that a
utility operating under a rate cap can seek recovery of
unanti ci pated, extraordinary changes in either expenses or revenues
that are outside the control of the utility.

Provision 9 allow ng a waiver of the nerger condition
that Bell Atlantic maintain investnent in Miine at |evels conparable
to 1992-1995 period is appropriate at this time. Since the
i nposition of the condition, Bell Atlantic has represented publicly
that it will continue such investnent and such investnent can be
exam ned in the 5-year review of the AFOR

Provi sion 4 addresses a "price squeeze" situation
wher eby i nterexchange carriers have been unable to match Bel
Atlantic's calling plans w thout absorbing a loss. Bell Atlantic
commts to structuring its access charges in a manner that will allow
conpetitors to mrror Bell Atlantic's optional calling plans. This
is better than the current situation although it may not conpletely
elimnate barriers that exist to | XCs creating their own conparabl e,
but not identical, plans. At the conclusion of the AFOR, we can take
appropriate action if this situation continues to create barriers to
custoners having access to a variety of economc calling plans.

Provision 7 anends the AFOR to allow Bell Atlantic to
put special rate contracts into effect without prior Conm ssion
approval. This is consistent with statutory authority in 35-A
MR S. A 8 9103 that allows us to waive the approval requirenents in
35-A MR S.A 8§ 703. The change in the AFOR penalties included in
provision 8 for network reliability strengthens the quality standard
in the AFOR and is a positive change.

The stipulation correctly preserves the Comm ssion's
authority with regard to the disposition of any additional federal
uni versal service funds that becone available in the future. W also
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note that the stipulation (provision 11) does not address the
di sposition of any surplus funds associated with the Maine School and
Li brary NetworKk.

VI. FUTURE ACTIONS

Fol l owi ng the conclusion of this docket, we plan to undertake
three separate activities that wll help ensure that ratepayers
receive the benefits intended by our acceptance of the stipulation,
and that will further our goal of keeping rates, both toll and basic,
as | ow as possible.

First, as noted above, we intend to be very aggressive in
ensuring that intrastate interexchange carriers will pass through
access rate reductions to end-use custoners, pursuant to MR S. A

8§ 7101-B(3). |If effective conpetition is present, reductions in
"whol esal e" intrastate interexchange access rates will be rapidly
passed through to end-use custoners. |f effective conpetition is not

present, end-use custoners may not benefit from access rate
reductions; instead, the intrastate interexchange carriers would
receive a "wndfall" increase in their earnings. W intend to open
an investigation to ensure that end-use custoners receive |ower toll
rates as a result of the reductions in access rates and to ensure
that carriers adhere to their public commtnents to pass through
access rate reductions to customners.

Second, we wi ||l undertake activities to increase participation
inthe Lifeline program W w |l consider expanding eligibility for
participating in this program and changi ng adm ni strative nechani sns
so that custoners can nore easily apply for and receive this support.

Third, we will reopen Docket No. 94-254 to determ ne the proper
di sposition of funds not expected to be used for the School and
Li brary Network. W wll solicit coments fromall interested
parties on the use we should nake of those funds.

Vi1. CONCLUSION

As described above, we find that the negotiation process that
resulted in the stipulation was fair and participating parties had an
opportunity to be heard by the Comm ssion in its consideration of the
stipulation. W also find that the stipulation is reasonable and
conports with all statutory requirenents.
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ORDERI NG PARAGRAPH

1. That the stipulation filed on Novenber 7, 1997 and attached
to this Order is approved.

Dat ed at Augusta, Maine this 17th day of March, 1998.

BY ORDER OF THE COW SSI ON

Dennis L. Keschl
Adm ni strative Director

COW SSI ONERS VOTI NG FOR: Wl ch
Nugent
Hunt



STATE OF MAI NE Docket No. 97-319
PUBLI C UTI LI TI ES COWM SSI ON
Novenber 7, 1997

PUBLI C UTI LI TI ES COW SSI ON STI PULATI ON
Proposed Anmendnent to Chapter 280

to Achieve Parity with Interstate

Access Rates by May 30, 1999

The undersigned parties to the above-capti oned proceedi ng
hereby enter into this Stipulation: New England Tel ephone and
Tel egraph Conpany, doing business as Bell Atlantic-Mine (“NET"
or the "Conpany"), the Staff of the Public Utilities Conm ssion
("Staff"), the Ofice of the Public Advocate, the Departnment of
Adm ni strative and Financial Services, the State Planning Ofice

and the Departnent of Education.

PROCEDURAL HI STORY

This proceeding was initiated by the Comm ssion by Notice of
Rul emaki ng/ Noti ce of Inquiry dated June 10, 1997, ("Notice") to
explore issues raised by the enactnent of P.L. 1997, Chapter 259
whi ch requires the Comm ssion to establish intrastate access
charges at or below interstate rate |evels on or before My 30,
1999. The Conm ssion observed in the Notice that changes in
access rates nmay inpact the terns and conditions of the
Al ternative Form of Regul ati on (AFOR) adopted for NET in Docket
No. 94-123. The Notice propounds various issues concerning the

timng and pace of the proposed access charge reductions and the
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i npact of such changes on the AFOR  The Comm ssion established a
deadline for Coments of August 25, 1997. By various orders

i ssued by the Presiding Oficer, however, the period for
negoti ati ons established in the Notice was extended to all ow

negoti ati ons to conti nue.

In furtherance of the Conm ssion's suggestion of a
negoti ated, conprehensive resolution of the issues, the parties
have net at various tinmes to discuss a conprehensive settlenent.
Such di scussions were facilitated by the Conm ssion's appoi nt nent
of a noderator to structure the discussions to accommodate the
views of all interested parties. As a result of such discussions

the parties propose the follow ng Stipul ation.

PROVI SI ONS

The foll ow ng provisions constitute the full and conplete

Stipulation of the parties hereto:

1. The Conpany will file tariffs for reductions to its
intrastate switched access service rates as foll ows:
A Tariffs for effect on or before May 30,
1998, that wll reduce the Conpany's average
intrastate switched access rate by a m ni mum

of 40% of the reduction necessary to bring
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the average access rate in effect as of July
1, 1997 to the estimted average interstate
rate as of May 30, 1999 (currently estinmated
at approxi mately $0.053 per m nute, which

i ncl udes a conversion of a proposed
Presubscri bed | nterexchange Carrier Charge
(PICC) into a per m nute equival ent basis,
but does not include any amount for the End

User Common Line Charge);

B. Tariffs for effect on or before May 30,
1999, that wll reduce the Conpany's average
intrastate switched access rate to equal the
average interstate rate levels (currently
estimated at approximately $0.053 per ninute
as described above). Also, the structure of
intrastate access rates at May 30, 1999,

shall reflect the interstate structure to the

extent possible.

C. If on May 30, 1999, the actual average
interstate switched access rate is not within
5% of the currently estimated average
interstate rate (i.e., the rate including

conversion of the PICC rate to a per mnute
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equi val ent basis, is outside the range of

$0. 05035- $0. 05565) the Conmpany will file rate
changes to Basic Exchange rates that refl ect
t he revenue difference between the actual
average rate and the estinmated average rate
($0.053). The Conpany shall not be required
to i nplenent such a change to the basic
exchange rates if the anount of such change
on a per access line basis is |less than $0.10
per nmonth. In that case the Conpany shal
propose an alternative mechanismto reconcile

the access rate differential anpunt.

D. The effects of these rate changes w |
be reflected in the Actual Price |Index

cal cul ation contained in the Annual Filing
required by the Alternative Form of

Regul ation Pl an.

2. All ternms and conditions of the Alternative Form of
Regul ati on adopted for NET by the Conm ssion in Docket No. 94-123
shall remain in full force and effect, with the follow ng

exceptions:
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A The Conpany may file tariffs that wll
take effect within 30 days of the Final Oder
approving this Stipulation that increase al
Basi ¢ Exchange rates as of the date of the

Fi nal Order by $0.50 per nonth.

B. The Conpany may file tariffs that wll
take effect May 30, 1998, that will further
i ncrease all Basic Exchange Rates as of the

date of the filing by $1.00 per nonth.

C. The Conpany may file tariffs that wll take
effect May 30, 1999, that will increase all Basic
Exchange Rates as of the date of the filing by an

addi tional $2.00 per nonth.

D. The effects of the rate changes described in
2A. above wll not be reflected in the cal culation
of the Actual Price Index (APlI), except for the
cunul ative effect on starting (“current”) prices
for subsequent years’ filings, as part of the AFOR
adopted in Docket 94-123. The effect of the rate
changes described in 2B. and 2C. above w il be

reflected in subsequent cal cul ati ons of the API.
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E. For purposes of the remaining termof the
AFOR, the category of events eligible for

consi deration as “exogenous,” as described in
Section I11.C.5 of the May 15, 1995, AFCOR Order,
shal | be expanded beyond changes in NET's costs to
i nclude changes in NET's rates required to conply
with any actions by Congress, the State
Legi sl ature, the Federal Comrunications

Comm ssion, or the Comm ssion that inpact the core
revenues of NET, positively or negatively,

provi ded such events otherw se satisfy the

condi tions for exogenous treatnent set forth in
the AFOR Order. Consistent with the May 15, 1995,
AFOR Order any party may present a proposal for
exogenous treatnent of a particular cost or
revenue change at the outset of an annual AFOR
proceedi ng or independently in a proceeding
brought under Section 1321. Any party nmay
chal l enge a proposal for exogenous treatnment of a
particul ar cost or revenue change at the tinme of

the Comm ssion’s review of that proposal.

3. The tariff filings required by Sections 1(A)(B) and (O
above and those permtted the Conpany in accordance with sections

2(A)(B) and (C) above shall be considered conpliance filings of
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t he approved Stipulation, and their approval shall be del egated
to the Director of Technical Analysis. Provided that the filings
conply with the terns of this Stipulation and wth any ot her
applicable filing requirenents contained in Title 35-A or in the
Comm ssion’s Rules, such filings shall be approved. The Conpany
will also conply with all applicable Conm ssion rules concerning

notification requirenents to custoners.

4. The issues identified by the Comm ssion in Docket No.
97-411 that concern whol esale/retail access and toll rates
applicable to optional toll calling plans are deened resol ved by
the access rate reductions required by Section 1. A above and the
Comm ssion wll close the proceeding in Docket No. 97-411 w thout
further action. NET shall structure the access charge rate
reductions required by Section 1.A to effect a change in the
conposite rate paid by Interexchange Carriers ("IXC') for access
service in a manner that will result in an effective access rate
for access mnutes of use associated with an | XC s optiona
calling plans to be simlar to the access rates inplicit in the
pricing of the Conpany's Pine Tree and Crcle Call Around
services. The Conpany will denonstrate conpliance with this
provision to the Staff and other interested parties prior to My

30, 1998.



23 Docket No. 97-319

5. No additional reductions to the Conpany's rates,
beyond those described in this Stipulation, will be required as a
result of the FCC s deregul ation of Public Tel ephone Service or
the jurisdictional Separations changes occasi oned by FCC-i nposed
changes in the O her Billing and Collections account. In the
event the above changes result in a net intrastate regul ated
operating incone increase greater than $6.0 nmillion on an annual
basi s, such excess shall be treated by the Conpany as an
exogenous event under the provisions of the AFOR and be incl uded

in the appropriate annual AFCR filing.

6. | f actions by the Federal Conmunications Conm ssion
(FCC) have the effect of increasing the anmount of support
provided to reduce intrastate revenue requirenents through the
Uni versal Service H gh Cost Support fund or its successor, the
Maine PUC retains its |awful authority to determ ne the
di sposition of those funds within the State of Maine to the

extent not pre-enpted by the FCC s disposition requirenents.

7. I n accordance with Section 9102 of Title 35-A the
Comm ssion, as part of the AFOR adopted in Docket 94-123, finds
that NET may enter into special contracts wwth any of its
custoners, offering individually-designed rates and charges for
any service, wthout the requirenent of obtaining prior

Comm ssi on approval under Section 703 of Title 35-A.  Speci al
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contracts remain subject to the marginal cost pricing floor
requi renents of the AFOR Order. 1In the event any speci al
contract is challenged by any party, the Conm ssion shall have
authority to conduct an investigation, but the contract shal

remain in full force and effect pending any Comm ssion deci sion.

8. The Conmpany's maxi numrefund obligation in any single
reporting year for failing to neet the Network Reliability
(Service Qutages) Service Quality Index established by the
Comm ssion as part of the AFOR shall be increased from$1 mllion
to $2 mllion. There shall be no change in the nethodol ogy for
cal cul ating any refund due for service performance that fails to
meet this standard. 1In addition, to accomobdate this increase in
the maxi mumrefund for Network Reliability performance, in any
year the Conpany incurs a refund obligation related to Network
Reliability performance results greater than $1 nmillion, the
Conpany' s maxi mum exposure for service quality refunds under the
AFOR for all neasured service quality objectives established in
the Comm ssion's final Oder in Docket 94-123 shall be increased

from$10 mllion to $11 mllion.

9. The Comm ssion shall rescind the condition in its final
Order approving the nerger of NYNEX Corporation and Bell Atlantic
Corporation (Docket No. 96-388) requiring the Conpany to continue

investnment in the infrastructure over the next four years, on
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average, at the average annual |evel of investnent achieved
during the years 1992-1995. The Conpany will conply with the
benchmar ki ng condition in the Order requiring a denonstration of
appropriate rel ationshi ps between Maine and other Bell Atlantic
jurisdictions, in terns of services, facilities, infrastructure
and prices. The Conpany shall neke such a denopnstration

annual Iy, through and including 1999.

10. The execution of this Stipulation signifies a party's
concurrence in the outconme of this proceeding, notw thstandi ng
its views or position on any specific issues raised in the
Comm ssi ons June 10, 1997 Notice of Rul emaking/ Notice of Inquiry
in this proceeding. The Stipulation shall not operate as
precedent in any other Comm ssion proceedi ng on such issues, nor
be construed as an agreenent by any party as to any natter of
fact or lawraised in this proceeding. Nothing in this
Stipulation either enlarges or abridges the Conm ssion’s
authority to change rates based on the resolution of any item
included in the June 10 Notice, or any other revenue item or
expendi ture, subsequent to the expiration of the initial AFOR

term

11. The Stipul ati on does not address the appropriate
rat emaki ng di sposition of any potential surplus in the escrow

account for Schools and Libraries established by the Conm ssion
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inits May 15, 1995 Order in Docket No. 94-254. Nothing in the
Stipulation herein is intended to relieve the Conpany of its
obligation to maintain such escrow account, nor is the

Comm ssion’s jurisdiction over the use of such funds and the
rat emaki ng di sposition prior to the expiration of the AFOR of

surplus funds, if any, affected by the Stipulation.

12. Should the Law Court’s decision in NET s appeal of the
Comm ssion’s order in Docket 96-526 require the recision of the
access rate reductions ordered by the Conm ssion for effect on
July 1, 1997, NET wll imrediately file tariffs to prospectively
reinstate the reduced access rates. Such reinstatenent will be
in recognition of the basic rate increase allowed in Section 2. A
of this Stipulation. In addition, the rate increases allowed in
Sections 2(B) and (C) are contingent upon the coincidental
i npl ementation of the access reductions contained in Section 1

(A) and (B)

13. It is agreed and understood that the Stipulation is an
i ntegrated whole, with each provision explicitly negotiated and
integrally related to every other. As such, rejection or
revision by the Comm ssion of any separate provision constitutes
a rejection of the entire agreenent. Should the Comm ssion fai
to approve the entire Stipulation as filed by the parties, the

Stipulation shall be void and of no further effect. Under such



27 Docket No. 97-319

ci rcunst ances, neither the Stipul ation, nor any part thereof,
shall be offered or introduced as evidence in this or any other

pr oceedi ng.

14. The parties to this Stipulation hereby waive any rights
t hey may have under 5 MR S. A Section 9055 and rel ated
Comm ssion rules to the extent necessary to permt the Staff to
di scuss the Stipulation wth the Comm ssion and the resol ution of
this matter consistent with the Stipulation w thout the

participation of other parties.

I N WTNESS WHERECF, the parties hereto have caused this
Stipulation to be duly executed by their respective attorneys or

agents, each being fully authorized to do so on behalf of his/her

princi pal .

Dat ed: Novenber _ , 1997

NEW ENGLAND TELEPHONE DEPARTMENT OF ADM NI STRATI ON
AND TELEGRAPH COVPANY AND FI NANCI AL SERVI CES

By: By:

Dohald W Boecke
Its Attorney

STAFF OF THE PUBLI C OFFI CE OF THE PUBLI C ADVOCATE
UTI LI TI ES COW SSI ON

By: By:

STATE PLANNI NG OFFI CE

By:
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AVERI CAN ASSQOCI ATI ON OF
RETI RED PERSONS

By:

AT&T

By:

SENATOR JOHN J. CLEVELAND

By:

REPRESENTATI VE PATRI CK COLWELL

By:
CYBERTOURS

By:

DEPARTMENT OF ECONOM C AND
COMVUNI TY DEVELOPMENT

By:

DEPARTMENT OF EDUCATI ON

By:

REPRESENTATI VE KYLE W JONES

By:

VANGUARD CELLULAR
By:

Docket No. 97-319

MCI TELECOVMUNI CATI ONS CORP.

BY:

MAI NECOM

By:

MAI NE PEOPLES ALLI ANCE

By:

MAI NE SCI ENCE AND TECHNCLOGY
FOUNDATI ON

By:
MAI NE STATE LI BRARI AN

By:

PI NE TREE TELEPHONE AND
TELEGRAPH COMPANY

By:

SPRI NT COMVUNI CATI ONS COVPANY

By:

TELEPHONE ASSCOCI ATI ON OF MAI NE

By:

SENATOR SHARON ANGLI N TREAT
By:

REPRESENTATI VE CHARLES C. LAVERDI ERE

By:




